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Abstract
Finding empirical evidence on the role of CSR and intellectual capital to improve financial performance is the aim of this
study. The banking companies listed on the Indonesian Stock Exchange (BEI) for the period 2012–2018 used as sample
in this research. The information presented in the annual report is secondary data used in this study. Structural equation
modeling (SEM) with Warp PLS 4.0 is a data analysis technique used. The result of research shows that CSR has positive effect
on financial performance, CSR has positive effect on intellectual capital, intellectual capital has positive effect on financial
performance, intellectual capital mediates positive influence of CSR on financial performance, and financial performance has
positive effect on CSR. The implication of this research is to give a viewpoint to the company about the importance of CSR to
create personal branding so that it will have an impact on company’s financial performance.
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1. Introduction

The cases in company of Apple, Canon, Coca-Cola
and Walmart [1] become an example of the lack of cor-
porate awareness of their social responsibilities. Coca-
Cola was boycotted in India because the local people
were suffered from drought. Walmart was caught us-
ing child labor at factories in Bangladesh, and the sui-
cide at the Apple factory [1]. This incident should pro-
vide a view to the company to be more responsible for
social and environmental issues or often called corpo-
rate social responsibility (CSR). In other words, com-
panies are no longer faced with responsibilities that
are grounded in a single bottom line, that is, the value
of a company that is reflected in its financial condi-
tion. Awareness of the importance of CSR is based
on the notion that companies not only have economic
and legal obligations to shareholders, but also obliga-
tions to other interested parties. CSR shows that cor-
porate responsibility must be based on triple bottom
lines, namely corporate responsibility in social, envi-
ronmental and financial aspects. All CSR activities
undertaken by the company are costly. This triggers
the company to calculate the trade of cost and benefit,
so there is an ambiguity between social motives and
economic motives which will be experienced by the
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company. This will become the company’s consider-
ation in conducting CSR activities. Companies will
allocate more resources for CSR activities if it has a
positive impact to maximize profits as it will improve
financial performance. However, companies will be
more careful in allocating resources if negative im-
pacts on CSR activities occur [2]. Friedman [3] stated
that the investments allocated for CSR activities will
reduce the opportunity to utilize resources, thus re-
ducing maximum profitability. So this will trigger a
conflict of interest [4].

However, Tu and Huang [5] have different views.
Based on the perspective of stakeholder theory, the in-
vestments allocated for CSR activities can streng then
the relationship of companies and stakeholders, so it
can assist stakeholders in controlling their resources.
This is in line with Orlitzky, et al. [6] statement, if
the company’s resources are used for CSR activities it
will improve the company’s image in the public eye,
and according to Greening and Tuban [7] it can also
increase employee attractiveness. So that it will in-
crease the competitive advantage of the company [8]
so that the financial performance of the company will
increase ultimately [9]. The research results of related
to these subject are varied. Uadiale et al. [10]; Bedi
et al. [11]; Bird et al. [9] proves that CSR has a
positive effect on financial performance. As well as
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Noughton et al. (2015), in his research found the ev-
idence that the CSR which is not allocated for char-
ity and it wasn’t improving financial performance. In-
stead, the company has CSR expenditure in the cur-
rent period to anticipate a stronger future financial per-
formance. Nevertheless Babalola, 2012; Barnett and
Solomon, [12]; Orlitzky [6] found the contrary evi-
dence, where CSR has a negative effect on financial
performance. While Surroca [13] found evidence that
CSR relationships and financial performance are con-
fusing and unidentified.

On the other hand, the research from Ramadhani
and Mashariono [14] and Rambe and Wira [15] proves
that financial performance has a positive effect on
CSR. In the contrary, the research of Wardhani and
Sugiharto [16] and Anggraini [17] gives the opposite
result, which is financial performance has a negative
effect on CSR. Based on the findings of the research, it
can be concluded that CSR and financial performance
have reciprocal relationship. To clarify the various
theoretical point of view and research results, it needs
additional variable [13]. This study will add intellec-
tual capital variable as a mediator between CSR activ-
ities on financial performance. The result of this study
is expected to explain the direct or indirect effect of
CSR activities on financial performance. The research
findings from Lin et al. [2] provides the evidence that
intellectual capital mediates the influence of CSR on
financial performance. Based on the argumentation
and previous research results, the research questions
related to CSR, intellectual capital and financial per-
formance, are as follows: 1) does CSR has a positive
effect on financial performance?, 2) does financial per-
formance has a positive effect on CSR?, 3) does CSR
has an effect positive to intellectual capital?, 4) does
intellectual capital have a positive effect on financial
performance?, 5) does intellectual capital mediate the
positive influence of CSR on financial performance?

2. Literature Review and Hypothesis Development

The stakeholder theory is grand theory in this re-
search. The CSR activities are conducted by the com-
pany to establish relationships with employees, sur-
rounding communities, the environment and to im-
prove corporate governance, so that corporate ex-
penses will increase. As result, a shifting focuses in
the company’s from maximizing shareholder value on
the wider interests of stakeholders. However, it will
have a positive effect on the company’s performance
[18]. The CSR activities will contribute to the devel-
opment of corporate’s impression to the public so it
will improve employee’s productivity [7], and this is
in accordance with stakeholder theory. Research con-
ducted by Lin, et al. [2] and Bird [9] proves that CSR
has a positive effect on financial performance. Based
on the argumentation and the support of previous re-
search. H1: CSR has a positive and significant impact

on financial performance.
The establishment and development of a company

can not be separated from the role of stakeholders.
Stakeholders will influence and be influenced by the
existence of the company. In order to maintain com-
pany’s existence, the company should carry out the so-
cial responsibility towards stakeholders: the employ-
ees, the surrounding community, and the surrounding
environment. The achievement of good financial per-
formance will tend to make the company more con-
cerned and responsible to its stakeholders, because
this will establish a personal branding for the com-
pany. These CSR activities will not bring disadvan-
tage to the company, otherwise it will maintain the
company’s sustainability, and at the same time it be-
comes the company’s long-term strategy. Research
conducted by Ramadhani and Mashariono [14] and
Rambe and Wira [15] proves that financial perfor-
mance has a positive effect on CSR. H2: Financial per-
formance has a positive and significant effect on CSR.

Perspective of stakeholder theory states that in-
vestment in CSR activities can improve the relation-
ship between companies and stakeholders, thus help-
ing companies securing resources controlled by stake-
holders [5]. Based on resource-based views, a valu-
able, scarce, in imitable, and non-replaceable corpo-
rate resources can contribute to the achievement of
a company’s competitive advantage [19]. If this re-
source is allocated for CSR activities, they will im-
prove the company’s impression and reputation in the
public eye [6], increase employee appeal, increase
customer confidence [7], and as a result, it increases
competitive advantage [8] and improves the com-
pany’s financial performance [9]. With investments
related to CSR, the company will increase its intel-
lectual capital. H3: CSR has positive and significant
effect on intellectual capital.

Intellectual capital is one of the most important in-
tangible resources in generating value for the company
[20]. Carmeli and Tishler [21] states that the value
of a company is an investment function of intellectual
capital. Some researchers conclude that compared to
other resources, intellectual capital is one of the main
sources that has a competitive advantage [22]. Tan
et al. [23] found evidence that intellectual capital is
positively correlated with the company’s future per-
formance, and the growth rate of the company’s intel-
lectual capital is positively related to the company’s
performance. H4: Intellectual capital has a positive
and significant effect on financial performance.

McWilliams and Siegel [24] explained that the re-
lationship between CSR activities and financial per-
formance that aims to invest, not only directly, but
through mediation variables such relations it can be
an indirect relationship with the concept and character
of CSR. Similarly, Surroca et al. [13] stated that other
variables may mediate the relationship between CSR
and financial performance. Lin et al. [2] stated that
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companies that invest in CSR activities will increase
the intellectual capital of a company, there by it will
improve the company’s financial performance. The
research findings by Lin et al. [2]; Surroca et al. [13]
and McWilliams and Siegel [24] suggest that there are
other variables that mediate the effect of CSR on finan-
cial performance. H5: Intellectual capital mediates the
positive influence of CSR on financial performance.

3. Research Method

All financial companies listed on the Indonesia
Stock Exchange (BEI) during the period of 2012-2018
used as the population in this study. Sampling uses
a purposive sampling method that aims to get a rep-
resentative sample in accordance with specified crite-
ria. The sample criteria. The sample criteria used are
as follows: 1) banking companies listed on the IDX
for the period 2012–2018, 2) the rupiah exchange rate
is used in the presentation of financial statements, 3)
complete data related to the variables used in the re-
search. The reason why choosing a banking company
is used as a research sample because it is based on PO
OJK regulation No. 51 of 2017 banking companies in
Indonesia are mandatory to make sustainable report-
ing.

The variables used in this research are CSR, intel-
lectual capital and financial performance. According
to Lin, et al. [2] the measurements of CSR in a various
number of theoretical and empirical studies existed in
many different objects. The CSR in this study mea-
sured using the total CSR costs allocated by the com-
pany in one period. The measurement of intellectual
capital in this study in accordance with which devel-
oped by Pulic [31].

VA = OUT − IN (1)
VACE = VA/CE (2)
VAHC = VA/HC (3)
VAS C = S C/VA (4)

VAICTM = VACE + VAHC + VAS C (5)

Where:
OUT = total sales and other revenue
IN = costs and expenses (besides personnel expenses)
CE = available funds (equity, net income)
HC = personnel expenses
S C = difference between VA and HC.

Such financial performance is proxied through Re-
turn on Assets (ROA). McWilliams and Siegel [24]
stated that ROA and ROE is used as a basis for measur-
ing manager’s performance in decision making proc-
cess. ROA is a reflection of the company’s perfor-
mance in generating profit from the resources (assets)
it has. Measurement of ROA by using: net profit or
loss after tax/total assets of the company. Partial Least

Figure 1: Indirect test results CSR, IC, and CFP.

Figure 2: Direct test results CSR on CFP.

Squares-Structural Equation Modeling (SEM) analy-
sis is used to perform path analysis (path analytic)
with latent variables. PLS can be used with data col-
lected through secondary data [25,26, 27]. The sta-
tistical analysis was chosen as it offers several advan-
tages [28]. Path analysis is used to analyze the pattern
of relationships between variables with the aim to de-
termine the direct or indirect influence of a set of inde-
pendent variables on the dependent variable. To iden-
tify the direct or indirect influence of each research
variable can be explained as follows, if contribution
of direct influence between CSR to financial perfor-
mance is smaller than indirect influence through in-
tellectual capital, then intellectual capital is proved as
intervening variable.

4. Result and Discussion

47 banking companies were engaged in the banking
industry (ICMD, 2018). Some of the companies were
not chosen in the sample due to some certain criterias.
The data sets employed in the main analysis consisted
of the time series data of 140 annual reports from 20
banking companies during the period 2012 to 2018.

The model estimation results indicate that the cri-
teria of goodness of fit have been met, the values of
Average R-square (ARS) and Average Path Coefficient
(APC) are statistically significant, and the value of Av-
erage Variance Inflation Factor (AVIF) is smaller than
5 [29]. These results are presented in the Table 1.

4.1. The influence of CSR on financial performance

Table 1 shows that the significance value <0.001
with a positive beta value 0.224 means that the first
hypothesis is accepted. This means that CSR has a sig-
nificant positive effect on financial performance prox-
yed by ROA, which means the greater the cost of CSR
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Table 1. Hypothesis testing results.

Path Direct Effect Indirect Effect RemarkCoefficient p-value Coefficient p-value
CSR→ CFP 0,362 <0,001*** 0,224 0,001*** H1 is accepted
CFP→ CSR 0,390 <0,001*** H2 is accepted
CSR→ IC 0,298 <0,001*** H3 is accepted
IC→ CFP 0,469 <0,001*** H4 is accepted
Model Fit Indicators
Average Path Coefficient (APC) 0,362 <0,001*** 0,330 <0,001***
Average R-square (ARS) 0,131 0,022** 0,210 0,003***
Average Variance Inflation 1,000 1,095
Factor (AVIF)

Source: the processing results of PLS, 2019
Note: *, **, and *** indicate significance (one-tailed) at the 0,10; 0,05; and 0,01 levels, respectively.

Figure 3: Direct test results CFP on CSR.

allocated by the company, the higher the ROA will in-
crease. So it can be concluded that the cost of CSR al-
located by the company will increase personal brand-
ing company which will ultimately improve the finan-
cial performance of the company. The result of this
study is in accordance with the results of research con-
ducted by Lin et al. [2] and Bird [9].

4.2. The influence of financial performance on CSR
The achievement of good financial performance

will tend to make the company more concerned and
responsible to its stakeholders, because this will es-
tablish a personal branding for the company. In addi-
tion, the important thing to remember is that the com-
pany can not stand alone without any stakeholder so
that the existence of stakeholders will affect and in-
fluenced by the existence of the company. The CSR
activities undertaken by the company aims to enhance
personal branding that can also be used as a long-term
strategy for the sustainability of the company. This is
proved by the results of data processing which shows
the significance value for financial performance vari-
ables proxyed with ROA to CSR <0.001 with a pos-
itive value beta 0.390 (see Table 1). The findings of
this study are in line with research conducted by Ra-
madhani and Mashariono [14] and Rambe and Wira
[15] proved that financial performance has a positive
effect on CSR.

4.3. The influence of CSR on intellectual capital
The results presented in Table 1 and Fig. 1 shows

that the value of significance for CSR variable to intel-
lectual capital 0.001 with a positive beta value 0.298.

This means that the costs allocated in relation to the
CSR of the company will increase its intellectual cap-
ital. The more companies incur costs for CSR activi-
ties then the higher personal branding of the company
will increase, so this will become an employee attrac-
tion that will ultimately increase the company’s intel-
lectual capital which is an intangible resource for the
company. The research findings from Lin et al. [2] re-
inforces the findings of research by proving that CSR
has a positive effect on intellectual capital.

4.4. The influence of intellectual capital on financial
performance

The information presented in table 1 and figure
1 stated that the value of intellectual capital sig-
nificance to financial performance proxyed by ROA
shows <0,001 with beta value 0.469, this means that
the fourth hypothesis is accepted. This means that
the higher the company’s intellectual capital, it will
improve the company’s financial performance. Intel-
lectual capital is an intangible resource owned by the
company, if the resources are educated, trained, and
continuously improved then these resources will be
better so that it can work optimally which will ulti-
mately improve the company’s performance. The find-
ings are in line with Nuryaman [30] which proves that
intellectual capital has a positive effect on corporate
value and has a positive impact on its profitability so
that it has a positive impact on market value and finan-
cial performance and can be used as an indicator of
future financial performance. The results of this study
support the research of Lin, et al. [2].

4.5. Intellectual capital mediating the influence of
CSR on financial performance

The influence of CSR on financial performance can
be seen directly, however, according to McWilliams
and Siegel [24] and Surroca et al. [13] stated that
the influence of CSR on financial performance can
be mediated by other variables. The findings of this
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study indicate that the significance value <0,001 and
beta value indicates a positive direction 0,362 to di-
rect effect and indirect effect show that the significance
value <0,001 and beta value indicates a positive direc-
tion 0,224, means that the fifth hypothesis is accepted.
This proves that intellectual capital variables proved
able to mediate the influence of CSR on financial per-
formance proxyed by ROA. The result of this study
is in line with research conducted by Lin, et al. [2]
which proved that intellectual capital mediates the in-
fluence of CSR on financial performance. As well as
Surroca et al. [13] and McWilliams and Siegel [24]
which proved that there are other variables that me-
diate the influence of CSR on financial performance
so the relationship between CSR and financial perfor-
mance becomes an indirect relationship.

4.6. Testing the significance of mediating effects

The mediating effect will be significant if three fol-
lowing criteria are met: 1. In the first model (Fig. 2),
the path between CSR→ CFP is significant 2. In the
second model (Fig. 1), the path between CSR → IC
is significant 3. In the second model (Fig. 1), the path
between IC→CFP is significant. In the second model,
the path between CSR→CFP controls the effect of IC.
The effect of CSR on CFP in the second model is ir-
relevant for this mediation significance test. Neverthe-
less, if the effect of CSR on CFP in the second model
is insignificant, this would indicate that the case is one
of “perfect” mediation. On the other hand, if the effect
of CSR on CFP in the second model is significant, this
shows that the case is “partial” mediation. Generally,
the weaker the effect of CSR on CFP in the second
model, the more “perfect” the mediation is, providing
these three criteria are met [29]. The results show that
the coefficient of the direct effect of CSR on CFP in the
first model (Fig. 2) is 0,362 and significant (p <0,01).
In the second model, the results show that the coeffi-
cient of the indirect effect of CSR on CFP is decreased
(0,224) and significant (p <0,01). Therefore, it can be
concluded that IC has partially mediated the effect of
CSR on CFP. This partial mediation indicate that IC is
not the only mediator of the relationship between CSR
and CFP.

5. Conclusion

The conclusion of this research is that CSR vari-
able and financial performance proven to have recip-
rocal relationship. The CSR variable directly affects
the financial performance proxyed by ROA. Similarly,
when intellectual capital acts as a mediating variable
or indirectly, intellectual capital mediates the influ-
ence of CSR on financial performance. The implica-
tion of this research is to give a viewpoint to the com-
pany about the importance of CSR to create personal
branding so that it will have an impact on company’s

financial performance. While the limitations of this re-
search is the object of research only refers to only one
type of company, which is banking companies, so that
the results of this study can not generalized to all types
of companies listed on the Indonesia Stock Exchange.
Based on limitation, the suggestion for future research
is the object of the research not focusing banking com-
panies but all types of companies, so that the results
can generalized to all types of companies listed on the
Indonesia Stock Exchange.
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